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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Northpointe Behavioral Healthcare Systems
Kingsford, Michigan

We have auvdited the accompanying financial statements cof Northpointe Be-
havioral Healthcare Systems, {(Northpointe), as of and for the year ended
September 30, 2005, asg listed in the table of contents. These financial
statements are the responsibility of Northpointe’s management. Our respon-
sibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards reguire that we
pian and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit algo includes assesging the account-
ing principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe
that our audit provides a reascnable basis for our opinion.

In our opinicn, the financial statements referred to above present fairly,

in all material respects, the financial position of the governmental

activities of Northpointe Behaviocral Healthcare Systems, as of September

30, 2005, and the changes in financial position for the year then ended in
conformity with accounting principles generally accepted in the United-
States ¢f America.

In accordance with Government Auditing Standards, we have alsgo issued our
report dated February 3, 2006, on our consideration of Northpointe’s
internal control over financial reporting and on our testse of ite compli-
ance with certain provisions cf laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion

901 LUDINGTON STREET ESCANABA, MICHIGAN 49829 {906) 786-3111 FAX {(908) 786-8040



Board of Directors
Northpointe Behavioral Healthcare Systems

on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Govern-
ment Auditing Standards and should be considered in conjunction with this
report in considering the results of our audit.

The management’s discussion and analysis and budgetary comparison informa-
tion on pages 3 through 6 and 26 through 27, are not a reguired part of the
basic financial statements but are supplementary information required by
accounting principles generally accepted in the United State of America.
We have applied certain limited procedures, which consisted principally of
inguiries of management regarding the methods of measurement and presenta-
tion of the required supplementary information. However, we did not audit
the informaticn and express no opinion on it.

find pLC.

Certified Public Accountants

February 3, 2006



Management Discussion and Analysis
Northpointe Behavioral Healthcare System

Year Ended September 30, 2005

Northpointe Behavioral Healthcare Systems Authority (Northpointe) is a mental health authority located
in Kingsford, Michigan that was created under PA258 of 1974, as amended, by Act 152 of 1996 and
provides mental health services to residents of Dickinson, Iron, and Menominee Counties. Northpointe is
in its third year of implementation of the provisions of the Governmental Accounting Standards Board
Statement No. 34 (GASB 34) with the enclosed financial statements. The primary objective of GASB 34
1s to enhance the understandability and usefulness of these financial statements to Board members,
citizens, and investors or creditors.

Provisions of GASB 34 required Northpointe to implement the new financial reporting model for the
fiscal year ending September 30, 2003. Generally, the financial information will be reported in a two-
year comparative format., We encourage readers to consider the information presented here in
conjunction with the additional information found within the body of the audit.

Overview of the Basic Financial Statements

The Statement of Net Assets and Governmental Funds Balance Sheet and the Statement of Activities and
Governmental Funds Statement of Revenues, Expenditures, and Changes in Fund Balance report
information about Northpointe as a whole and about its activities in a way that portrays the results of the
current year’s operations, Since Northpointe is being reported as a Special Purpose Government (Note
A}, the statements show both the Government Wide and Fund Level reporting methods. Therefore, the
General Fund columns are reported on the modified accrual basis. Only those assets that are measurable
and currently available are reported. Liabilities are recognized to the extent that they will be paid with
current financial resources. The total Statement columns represent information about Northpointe using
public-like business statements. '

The Statement of Net Assets provides the basis for evaluating the capital structure of Northpomte and
assessing its liquidity and financial flexibility.

The Statement of Activities presents information that shows how Northpointe’s net assets changed during
the year. In addition, it also measures the success of Northpointe over the past year and determines
whether Northpointe has adequate revenues to provide for their operations.

Financial Analvsis of Northpointe

Net assets ~These statements present information reflecting Northpointe’s assets, liabilities and net assets
and is categorized into current and non-current assets and liabilities. For the purposes of the financial
statements, current and non-current assets and liabilities are those assets and liabilities with immediate
liquidity or which are collectable or becoming due within 12 months of the statement date.



Management Discussion and Analysis (continued)

Net assets as of the year ended September 30,

Current Assets
Capital Assets
Restricted-current assets

Total Assets

Current Liabilities
Long-Term Liabilities

Total Liabilities

Net Assets
Investment in capital assets,
Net of related debt
Restricted
Unrestricted

Total Net Assets

Statement of Revenues, Expenditures and Changes in Fund Balance

2004
$3,657,459

1,156,104
305,318

$5.118.881

$2,762,953
819.945

33,082,898

543,847

992,136

$1,535.983

2004
REVENUE

Federal Block Grants $ 207,528

State General Fund 3,032,241

State/NorthCare Medicaid 9,983,383

TL.ocal 275,908
Charges for Services 650,845

Other Revenue 51,856

Total Revenue $14.201,761
EXPENDITURES

Current:

Salaries & Related Expense  $8,422,918

Operational 2,503,576

Contractual 3,283,334
Debt Service:

Interest 34,388
Total Expenditures $14,044,216
Change in net assets 157,545
Beginning of the Year 1,378,438
End of the Year $ 1,535,983

4

2005
$3,985,299

1,637,934
335.846

$5.959.079

$2,857,566
1,387.773

$4.,245.339

375,084

1,338,656

$1,713.740

2005

$ 170,156
2,919,338
10,444,765
248,351
763,881

122.831

$14,669,322

$8,514,896
2,515,576
3,415,891

45,202
$14,491,565

177,757
1,535,983

$ 1,713,740



Management Discussion and Analysis (continued)

Analvsis of Overall Financial Position

Balance Sheet — The Northpointe balance sheet lists several liability account items that require
explanation as follows:

e Medicaid savings Fiscal Year 2005, reported as a liability of $580,947, is Medicaid
funding that was not spent in Fiscal Year 2005 and is payable to NorthCare; Northpointe
expects approximately $116,000 to be returned to Northpointe to be available for use in FY
06. :

e Carryforward of Fiscal Year 2005 reported as deferred revenue of $141,164 is General
Fund not spent and available in Fiscal Year 2006.

Revenue — Northpointe has a high concentration of revenue from public funds with Medicaid consisting
of approximately 71% and State General Fund approximately 20% of total budgeted revenue.
Northpointe has formed a regional alliance with the five other U.P. Community Mental Health Boards
(NorthCare) to continue to secure the Medicaid funding for the region. This alliance will also allow
Northpointe to share expertise and reduce operational costs, Northpointe’s full continuum of services and
knowledge of the local consumers and the ability to meet their needs are all factors in our ability to
maintain a contractual relationship with the State of Michigan.

Expenditures: - Northpointe continuously monitors expenditures in an effort to reduce costs and improve
services. Northpointe regularly conducts salary and benefit surveys to compare against peers and ensure
competitiveness and prudency with those peers. Northpointe also has a successful procurement policy in
place, which ensures that major services and products are purchased at the best pricing available.

Budget Analysis

Northpointe Fiscal Year 04-05 actual revenue and expenditures differed from the original budget by
approximately 1%. The Northpointe finance commitiee and the full Board review the balance sheet and
income statement each month to ensure that both revenue and expenditure targets are within acceptable
variances.

Long Term Debt

At year-end, Northpointe had $1,262,850 of outstanding notes payable and capital leases - an increase of
approximately $650,593 over the prior year. This increase in debt results primarily from the construction
and ownership of a new office facility in Menominee County. More detailed information about
Northpointe’s long-term liabilities is presented in Note L to the financial statements.



Management Discussion and Analysis (continued)

Capital Assets

Northpointe’s retains capital assets in the amount of $1,637,934. The major addition was the construction
of a new office facility in Menominee, No capital asset disposals occurred in 2005. A summary of the
changes in capital assets for the year ended September 30, 2005 is contained in Note K to the financial
statements.

Economic Factors Affecting Northpointe’s Future

There are several factors that could affect Northpointe in the future.

s The economy of the State of Michigan continues to struggle and may affect Northpointe in future
years.

e The Federal Government is beginning to look at the Medicaid system in an effort to reduce
Medicaid expenditures.

Contacting Northpoeinte’s Financial Management

This financial report is designed to provide citizens, taxpayers, consumers, staff, Board members,
creditors and other interested parties with a general overview of Northpointe’s finances and fo
demonstrate Northpointe’s accountability for the revenues received. 1f you have any questions about this
report or need any additional information, please contact Northpointe’s Finance Director at 715 Pyle Dr.
Kingsford, Michigan 49802.



NORTHPCINTE BEHAVIORAL HEALTHCARE SYSTEMS

COMBINED GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
STATEMENT OF NET ASSETS AND GOVERNMENTAL FUNDS BALANCE SHEET

ASSETS:
Current asgsets:
Cagh:
Unrestricted
Restricted
Receivables
Prepaid expenses

Total current assets

Noncurrent assets:
Land
Other capital assets, net of
accumulated depreciaticn

Total noncurrent assets

TOTAL ASSETS

LIABILITIES:
Current liabilities:
Accounts payable
Due to state
Due to Northeare
Accrued payroll and fringes
Deferred revenue
Accrued sick and vacation
Notes and capital leases payable

Total current liabilities
Noncurrent liabilities:
Accrued sick and vacation
Notes and capital leases payable
Total noncurrent liabilities
TOTAL LIABILITIES
FUND BALANCES/NET ASSETS:

Fund balances:
Unreserved

TOTAL LIABILITIES AND FUND BALANCES

NET ASSETS:

Invested in capital assets, net of related debt

Unrestricted - Act 423 funds

TOTAL NET ASSETS

September 30,

2005

General Statement of
Fund Adijustments Net Agsgetsg
§& 3,802,316 ¢ - S 3,802,516
335,846 - 335,846
88,481 - 89,481
93,302 - 92,302
4,321,145 - 4,321,145
- 44,700 44,700
~ 1,593,234 1,593,234
- 1,637,934 1,637,934
S 4,321,145 8§ 1,637,934 § 5 959, 079
s 562,251 % - 3 562,251
200,605 - 200,605
1,404,344 - 1,404,344
289,981 - 289,991
154,712 - 194,712
82,645 - 82,645
- 123,018 123,018
2,734,548 123,018 2,887, 566
247,941 - 247,941
- 1,339 832 1,139, 832
247,941 1,139 832 1,387, 773
2,982 489 1,262,850 4,245,339
1,338 658 (1,338,656} -

§ 4 3215145
375,084 375,084
1,338 656 1,338 6556
g 1,713,740 S 1,713,740

See accompanying notes to financial statements.



NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE
SHEET TO THE STATEMENT OF NET ASSETS

September 30, 2005

Total fund balances for governmental fund

Total net assets reported for governmental activities

in the Statement of Net Agsets is different because:
Capital assets used in governmental activities are not
financial resources and therefore are not reported in
the fund. Those assets consist of:

Land $ 44,700
Land improvements 5,092
Building 1,429,227
Equipment 867,655
Vehicles 285,907
Less: accumulated depreciation {1,694,647)

Long-term debt is not due and payable in

the current period and accordingly is not

reported as a fund liability. All liabiilities,

both current and long-term, are repcrted in the

Statement of Net Assets.
Notes Payable, current portion s 123,018
Notes Payable, noncurrent portion 1,138,832

$ 1,338,656

1,637,934

$ (1,262,850;

Total net assets

See accompanying notes to financial statements.

- 8 -
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NORTHPOQINTE BEHAVIORAL HEALTHCARE SYSTEMS

COMBINED GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
STATEMENT OF ACTIVITIES AND GOVERNMENTAL FUND STATEMENT OF REVENUES
EXPENDITURES, AND CHANGES IN FUND BALANCE

For the year ended September 30, 2005

General Statement of
Fund Adijustments Net Asgsets

REVENUES :
Federal sources s 170,156 § - 5 170,156
State sources 2,919,338 - 2,918,338
Medicaid 10,444,765 - 10,444,765
Medicare 101,681 - 101,681
Local 248,351 - 248,351
Charges for services 662,200 - 662,200
Other revenues 122,831 - 122,831
Proceeds from borrowing 768,050 {768,050} -
TOTAL REVENUE 15,437 372 {768,050) 14,665,322

EXPENDITURES:

Current:
Salaries and related expenses 8,%14,85%¢6 - 8,514,896
Board related expenses 27,556 - 27,956
Office supplies and postage 50,284 - 5¢, 284
Cperating and program supplies 296,408 - 296,408
Client medical 59,797 - 59,797
Pharmacy 19,581 - 39,581
Denital : 7,096 - 7,086
MIS support . 202,173 - 202,173
Staff medical 16,461 - 16,461
Local match MRS Grant 11,421 - 11,421
Contract employee services 229,759 - 228,759
Legal, professional, accounting 24,515 - 24,515
The Source 6,184 - 6,184
Local in-patient 499,830 - 495,830
County in-patient 30,323 - 30,323
State in-patient 182,748 - 182,748
Home services 1,542,182 - 1,542,192
Community mental health 1,299 - 1,299
Pathways _ 37,671 - 37,671
Trigo 472,365 ~ 472,365
Goodwill 310,624 - 310,624
DICSA 61,992 - 61,892
Crisis services 22,573 - 22,573
Regpite 103,156 - 103,166
Telephone 118,480 - 118,480
Utilities 123,183 - 123,183
gtaff development and travel 136,120 - 136,130
Vehicle operations/maintenance 186,878 - 186,878
Advertising 31,512 - 31,512
Recruitment 25,033 - 25,033
Liability insurance 151,535 - 151,535
Repairs and maintenance 183,711 - 183,711
Rent-facilities and equipment 328,633 - 328,633
Dues and publications - - -
Pathways PHP 192,326 - 192,326
Migcellaneous 35,699 - 35,659
Capital outlay 663,769 (663,769} -
Depreciation - 181,938 181,939

See accompanying notes to financial statements



NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

. COMBINED GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
STATEMENT OF ACTIVITIES AND GOVERNMENTAL FUND STATEMENT OF REVENUES
EXPENDITURES, AND CHANGES IN FUND BALANCE

For the year ended September 30, 2005

General Statement of
Fund Adjustments Net Asgets
Debt Service:

Principal $ 117,457 $ {117,457} 8§ -
Interest 45,202 - 45,202
TOTAL EXPENDITURES 15,090, 852 (599,287) 14,491,565

Excess of revenues over expenditures 346,520 {346,520) -
Change in net assets - 177,757 177,757
Net asgets, beginning of vyear 992,136 543,847 1,535,983
NET ASSETS, END OF YEAR § 1,338,656 3§ 375,084 S 1,713,740

See accompanying notes to financial statements.
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HORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

RECONCILIATION OF THE GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE TO THE STATEMENT OF ACTIVITIES

Septembexr 30, 2005

Net changes in fund balance

The change in net assets reported for the Statement
of Activities ig different because:

Governmental funds report capital outlays as
expenditures. In the Statement of Activities,
however, the cost of those assets is capitalized
and allocated over the estimated useful lives and
reported as depreciation expense. The effect
of this difference is as follows:

Capital outlay

Depreciation expense

Proceeds of long-term borrowing is shown as
revenue in the governmental fund but is recorded
as a liability in the Statement of Net Assets.
Repayment of debt principal is an expenditure

in the governmental fund but reduces the debt
liability in the Statement of Net Assets

Change in net assets

See accompanying notes to financial statements.

. 11 -
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NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Northpointe Behavicral Healthcare Systems
{Northpointe) have been prepared in conformity with accounting prin-
ciples generally accepted in the United States of America (GAAP} as
applicable to governmental units. The Governmental Accounting Standards
Board (GASB) is responsible for establiishing GAAP for state and local

units of government through its pronouncements. The more significant
policies established in GAAP and used by Northpointe are discussed
below:

(1) Backaround - Northpointe Behavioral Healthcare Services Board was
originally formed as a merger of the Menominee County Community Mental
Health Center and the Dickinson-Iron Mental Health Services Board. This
merger was provided for under the County Community Mental Health Program
Act of 1986 and the Urban Cooperation Act of 1867, as amended, and was
effective January 1, 1995. In accordance with the agreement each center
transferred all existing assets and contracts to the new authority.
Northpointe Behavioral Healthcare Systemg ("Northpointe" or "Board") was
reorganized as an authority under PA258 of 1974, as amended by Act 152
of 1996, effective January 6, 15%8. The authority is covered under
Section 205 2{(e) of the Mental Health Code.

" Northpointe’s Board of Directors are appointed by the respective county
boards of commissioners, and consist of five members each from Menominee
County and Dickinson County and two members from Iron County. North-
pointe was formed to provide a full range of mental health services for
regidents located within the three counties as reguired and permitted by
the Michigan Mental Health Code.

{2) Reporting Entity - Because Northpointe is a separate entity under PA
258 of 1974, as amended, and is governed by a board composed of members
from each of the three counties it hag been defined as a jointly gov-
erned organization by GASB Statement 14. No county board has respon-
gibility over Northpointe nor does any county board have an on-going
financial interest in Northpointe as defined by GASB Statement 14.
Northpecinte is not a component unit of any of the three counties it
serveg.

The accounting policies of Northpointe conform to accounting principles
generally accepted in the United States as applicable to mental health
centers. The following is a summary of the more significant policies:

Bagic Financial Statements-Combined Government-wide and Fund Finpan-
cial Statements-Statement of Net Assets and Govermmental Funds Bal-
ance Sheet - In the Combined Government-wide and Fund Financial
Statements-Statement of Net Assets and Governmental Fund Balance
Sheet, the General Fund column is presented on the fund financial
gtatement basis. The "Adjustments" column represents the items
needed to convert the financial statements to the government-wide



NORTHEPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

reporting basis. The Statement of Net Assets column represents
amounts that normally would appear in the govéernment-wide statements.
Northpointe’s net assets are reported as either invested in capital
assets, net of related debt, regstricted cor unrestricted.

Baslc Financial Statements-Combined Government-wide and Fund Finan-
cial Statements-Statement of Activities and Governmental Fund State-
ment of Revenues, Expenditures, and Changes in Fund Balance - In the
Combined Government-wide Fund Financial Statement-Statement of Activ-
ities and Governmental Fund Statement of Revenues, Expenditures, and
Changes in Fund Balance, the General Fund column is presented on the
fund financial statement basis. The *Adjustments" column represents
the items needed to convert the financial statements to the govern-
ment-wide reporting basis. The Statement of Activities column repre-
sents amounts that normally would appear in the government-wide
statements. Northpointe’s change in net assets for the current year
is presented in the adjustments column and the Statement of
Activities column. This statement also presents the beginning and
end of year net assets.

Governmental Funds - The focus of the governmental funds measurement
igs upon the determination of financial position and changes in finan-
cial position (sources, uses, and balances of financial resources)
rather than upon net income. The following is a description of the
governmental funds of Northpeinte:

General Fund - The General Fund is the primary operating fund
and, accordingly, it is used to account for all financial
resources except those accounted for in another fund.

(3) Basis of Accounting - The basis of accounting refers to the point at
which revenues and expenditures/expenses are recognized in the accounts
and reported in the financial statements. It relates to the timing of
the measurements made regardless of the measurement focus applied.

Governmental activities in government-wide financial statements are
presented on the economic resources measurement focus and the accrual
basis of accounting. Revenues are recognized when earned and expenses
are recognized when incurred.

Governmental fund financial statements are presented on the modified
accrual basis of accounting. Under the modified accrual basis of
accounting, revenues are recocrded when susceptible to accrual; that is,
when both measurable and available. "Available" means collectible with-
in the current period or within sixty days after year-end. Expenditures
are generally recognized under the modified accrual basis of accounting
when the related liability is incurred, except for principal and inter-
est on general obligation debt, if any, is recognized when due.



HNORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

As allowed by GASB Statement No. 34, Northpointe’s financial statements
are presented as a Special Purpose Government. Northpointe is a govern-
ment authority that provides a specific activity to the public in the
form of mental health services. Since Northpointe’s financial state-
ments are presented as a Special Purpose Government, the basic financial
statements were prepared by combining the fund financial statements with
the government-wide statements. This combination is presented in a
balance sheet and income statement format, using an "Adjustment” cclumn
for the conversion from the fund basis to the government-wide basis,

(4) PFinancial Statement Amountg:

Cagh and Cash Eguivalents - Northpointe has defined cash and
cash equivalents to include cash on hand and demand depocsits.

Capital Agsets - Capital assets purchased or acquired with an
original cost of $5,000 or more are capitalized and reported at
historical cost or estimated historical cost. Contributed

agsets, if any, are reported at fair market value as of the date
received. Additions, improvements, and other capital outlays
that significantly extend the useful life of an asset are cap-
italized. Other costs incurred for repairs and maintenance are
expensed as incurred. Depreciation on all assets is provided on
the straight-line basis. General capital assets are those that
result from expenditures in the governmental funds. These
agsets are reported in the Statement of Net Assets cclumn of the
Statement of Net Assets and Governmental Funds Balance Sheet.

The expenditures for these assets are reported as Capital Outlay
Expenditures in the General Fund column of the Statement of
Activities and Governmental Fund Statement of Revenues, Expendi-
tures, and changes in Fund Balance. These expenditures are then
deducted in the "Adjustments" cclumn to convert the statement to
the government-wide basis.

Accrued ILiabilities and Long-Term QObligationg - Payables and
accrued liabilities that will be paid from governmental funds
are reported in the General Fund Column of the Statement of Net
Assets and Governmental Funds Balance Sheet regardless of wheth-
er they will be liguidated with current financial rescurces.
The non-current portion of compensated absences, that will be
paid from governmental funds are reported as a liability in this
same statement only to the extent that they will be paid with
current, expendable, available financial resources (generalily,
within sixty days of year-end).

Deferred Revenue - Northpcinte reports deferred revenue when
revenue does not meet both the "measurable" and “available"
criteria for recognition in the current period, or when re-
sources are received by Northpcint before it has a legal claim
to them, such as when grant money is received prior to the in-

- 14 -



NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

NOTES TC FINANCIAL STATEMENTS

September 30, 2005

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

NOTE B -

currence of qualifying expenditures. In subsequent periods,
when both revenue recognition criteria are met, ox when North-
pointe has legal claim to the resources, the liability for de-
ferred revenue is removed and revenue is recognized.

Net Assets - Net assets represent the difference between assets
and liabilities. Net assets invested in capital assets, net of
related debt, consists of capital assets, net of accumulated
depreciation, reduced by the ocutstanding balances of any borrow-
ings used for the acguisition, construction, or improvement of
those assets. Net assets are reported as restricted only when
there are limitations imposed on their use through enabling
legislation or through external restrictions imposed by credi-
tors, grantors, laws, or other government regulation. In addi-
tion, Northpointe will first use restricted resources when an
expense is incurred for purposes for which both restricted and
unrestricted net assets are available.

Use of Estimates - The preparation of financial statements in
conformity with GAAP requires management to make estimates and
assumptions that affect certain reported amounts and disclo-
sures. Accordingly, actual results could differ from those es-
timates.

CASH

The cash balance as reported in the Statement of Net Assets and Govern-
mental Funds Balance Sheet is presented below:

Restricted Unrestricted Total
Cash in bank $ 335,846 S 3,800,315 &% 4,136,161
Cash on hand - 2,201 2,201

5 335,846 5 3,802,516 S5 4,138,362

Statutory_ Authority - Act 196, PA 1997, authorized Northpointe to
deposit and invest in:

1.

2.

Bonds, securities, and other direct obligations o©f the United
States or an agency or instrumentality of the United States.
Certificates of deposit, savings accounts, deposit accounts, or
depository receipts of a financial institution eligible to be a
depository of funds belonging to the State of Michigan under a law
or rule of this state oxr the United States.

Commercial paper rated at time of purchase within the two highest
classifications established by not less than two standard rating
services and that matures not more than 270 days after the date of
purchase.

Repurchase agreements consisting of instruments issued by the
United States or an agency or instrumentality of the United States.
Bankers’ acceptance of United States banks.

- 15 -



NORTHPOINTE BEHAVIORAL HEALTHCARKE SYSTEMS
NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE B ~ CASH (continued)

6. Obligations of the State of Michigan or any of its political
subdivisgions that at the time of purchase are rated as investment
grade by not less than one standard rating service,

7. Mutual funds registered under the investment company act of 1940
with the authority to purchase only investment vehicles that are
legal for direct investment by a public corporation.

All deposits are carried at cost, which approximates market wvalue, and
are in accordance with statutory authority.

Attorney General’s Opinion No. 6168 states that Public Funds may not be
deposited 1in financial institutions located in states other than
Michigan.

Custodial Credit Risk - As of September 30, 2005, the carrying amount of
Northpointe’'s deposits was $4,136,161 and the bank balance was
$4,370,304. Of the bank balance $108,185 was covered by federal deposi-
tory insurance and 54,262,119 was uninsured and uncollateralized.

Interest Rate Risk - Northpointe’s investment policy follows state law
with respect to investment maturity. At present none of Northpointe's
depoegits carried maturity dates, consequently there is no significant
interest rate risk.

NOTE C -~ RESTRICTED CASH
As reported on the Statement of Net Assets and Governmental Funds Bal-
ance Sheet, Northpointe has restricted cash of $335,846. This incliudes
$330,587 for accumulated sick and vacation pay and $5,259 for the In-
ternal Revenue Code Section 125 medical reimbursement plan.

HOTE D - RECEIVABLES

Detail of the receivables at September 30, 2005 is as follows:

Federal grants s 29,777
Medicaid 27,714
Patient fees 16,940
Miscellaneous 15,050
TOTAL RECHEIVABLES $ 89,481
An allowance for doubtful accounts has not been established since all
amounts are fully collectible. In the event that an amount becomes
uncollectible, the receivable and the corresponding revenue are elim-
inated.



NORTHPQINTE BEHAVIORAL HEALTHCARE SYSTEMS

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE E - PENSICN PLANS

Plan Descriptions - For the year ended September 30, 2005, Northpointe
had two pension plans with five divisgions. The first plan ig a defined
contribution money purchase pension plan administered by the ICMA Re-
tirement Corporation. The £first division is £for paraprofessionals,
which consists of hourly employees. This division has a three percent
employer and zerc employee contribution with a three-year vesting sche-
dule. The second division is for former Menominee County mental health
clinic administrative employees and Northpointe administrative employees
hired after the January 1, 1995 merger date. This division has a seven
percent employer and zero percent employee contribution with a five-year
vesting schedule. Both divisions have minimum service reguirements of

twelve months of credited sgervice and eighteen years of age. This
plan’s five-year vesting schedule allows twenty percent vesting each
year.

The second plan maintained by Northpceinte is through the Michigan
Municipal Employee’s Retirement System ("System" or "MERS"}, an agent
multiple-employer public employee retirement system that acts as a
common investment and administrative agent for Michigan municipal em-
ployees. MERS igsues a publicly available financial report that in-
cludes the financial statements and required supplementary information
for the entire 8System. The report may be obtained by writing to MERS,
1134 Municipal Way, Lansing, Michigan 48917.

Defined Benefit Plan - This plan is a defined benefit plan that covers
three groups of employees and the CEO under separate provisions. The
first group is administrative employees from the Dickinson-Iron Com-
munity Mental Health Services Board (Board) prior to the merger.

The employees who retire at or after the age of 60 with ten years of
credited sexvice are entitled to an annual retirement benefit, payable
monthly for life, in the amount equal to the sum of 2.25 percent times
the member’s five-year final average compensation, with a maximum bene-
fit of 80 percent of final average compensation. The plan also provides
death and disability benefits.

Employees contribute two percent of their salary to the plan with the
Board wmaking up the rest of the contribution, which is actuarially
determined. The employee’s portion is fully vested immediately; the
Board‘s portion is vested after ten years of credited service. The
Board’s portion is immediately vested, however, if the employee dies or
becomes disabled while on the jcb. '

The second group of employees covered under the MERS program is profes-
gional employees. This group has no employee contribution requirement.
The Board’s contribution vests to the employee after six years of cre-
dited service and the annual retirement benefit multiplier is two per-
cent with a maximum of 80 perxcent of final average compensation. The
CEO is also covered under the MERS defined benefit program. This plan
has no employee contribution reguirement and the Board’s contribution
vests after gix vears of credited service. The retirement benefit
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NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS
NOTES TQO FINANCIAL STATEMENTS

September 36, 2005

NOTE E - PENSION PLANS {(continued)

multiplier is two percent with a maximum of 80 percent of final compen-
sation. This program allows retirement at age 55 with 15 or more years
of services with no reduction of benefits,

Funding Status and Progress - The amount shown below as the "actuarial
accrued liability" represents the difference between the present value
of all future benefits and the present value of future normal costs.
The overfunded actuarial liability, which represents the actuarial
accrued liability less assgets accumulated, is then amortized over a
period of thirty years. The measure over time is intended to help users
assess the funding status of the System on a going-concern basis, assess
progress made in accumulating sufficient assets to pay benefits when
due, and allow for comparisons among public employee retirement plans.

Under the entry age normal cost method, the total actuarially-determined
contribution regquirement is the sum of the normal cost and the payment
required to amortize the unfunded accrued liability less the accelerated
funding credits, if any.

At December 31, 2004, the over funded actuarial accrued liability was
$462,445, determined as follows:

Actuarial Accrued Liability:

Retirees and beneficiaries currently receiving benefits 51,217,737
Terminated employees not yet receiving benefits 744,270
Non-vested terminated employees 43,235

Current emplovyees:
Bcocumulated employee contributions including allocated

investment income 505,628
Employer financed 3,208,063
Total Actuarial Accrued Liability $5,719,943
Net assets avalilable for benefits at actuarial value 6,182 3188

(market value ig $6,034,748}

UNFUNDED (QOVERFUNDED) ACTUARIAL ACCRUED LIABILITY S (462,445}

Actuarially Determined Contributions Reguired and Contributions Made -
Periodic employee contributions are determined on an actuarial basis
using the entry age normal cost method. Normal cost is funded on a
current basis whereas over funded actuarial accrued liability is funded
over a thirty-year period. Periodic contributions for both normal cost
and the amortization of the over funded actuarial accrued liability are
based on the level percentage of payroll method. The actuarial assump-
tions used include (a) a rate of return on the investment of 8% per year
for present and future assets, (b) projected salary increases of 4.5%
per year, compounded annually, attributable to inflation, and (¢} addi-
tional projected salary increases ranging from 0% to 8.4% based upon
geniority and merit.

The employer contribution rate has been determined based on the entry
age normal cost method. Under the entry age normal cost funding method,
the total employer contribution is comprised of the normal cost plus the
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NOTE E -

HORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

PENSION PLAN (continued)

level annual percentage of payroll reguired to amortize the unfunded
actuarial accrued liability over 20 years. The emplioyer normal cost is,
for each employee, the level percentage of payroll contribution (from
entry-age to retirement) reguired to accumulate sufficient assets at the
member’s retirement to pay for his oxr her projected benefit. The fol-
lowing table provides a schedule of contribution amounts and percentages
of recent years.

Annual
Valuation Date Required Percent
December 31 Contribution Contributed
2002 3 - 100%
2003 10,590 100%
2004 63,890 100%
Analvegis of Funding Progregsg
(b} {b~a} {{b-a)/c)
{a} Entry Age Overfunded (c) UAL as a
Actuarial Actuarial Actuarial hcerued {a/b) Annual Percentage
Valuation Value Accrued Liability Funded Covered of Covered
December 31 of Assets Liability {OAL) Ratio Payroll Pavroll
2002 $5,508,258 $4,3%6,519 (81,2111,337) 125% $2,470,820 0%
2003 5,834,613 5,054,754 {779,859) 115% 2,499,582 0%
2004 6,182,388 5,719,943 (462,448%) 108% 2,721,781 0%

NOTE F

- VESTED EMPLOYEE BENEFITS

All full and part-time employees of Northpointe are entitled to accrue
vacation and gick pay benefits. Employees begin to accrue benefits the
first day of the month following two full calendar months of employment.
Accrued but unused vacation leave may accumulate to a maximum of 200
hours. All vacation earned in excess of 200 hours is forfeited on Sep-
tember 30th. Employees are paid at the rate 0f one hour for every two
houre forfeited, paid at the first full payroll of the new year. §Sick
leave benefits accrue up to a limit of 120 days for all employees. Upon
termination of employment, employees are entitled to receive 100 percent
of their accrued vacation leave if the employee gives a minimum of two
weeks notice. Sick leave would be paid out to any employee upon termina-
tion at a rate of 50 percent of their accrued leave over 60 days up to
120 days at their current rate of pay. BAs of September 30, 2005, the
Board has restricted cash in the amount of $330,587 to fund future
vacation and sick pay benefits.

NOTE G - DUE TO STATE

Due to State at September 30, 2005, is as follows:
In-patient facilicies S 41,413
Cash advances 159,192
TOTAL § 200,605
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NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE H - LEASE COMMITMENTS

Nerthpointe has entered into a number of non-cancelable coperating leases
for facilities with varying terms and conditions. Required minimum
payments for the fiscal years ending September 30 are as follows:

Fiscal Year

Ended Amount
2006 5 254,07C
2007 185,600
2008 148,053
2009 116,781
2010 54,237
2011-201% 55,865

TOTAL é 818,606
NOTE I - DEFERRED REVENUE

Deferred revenue at September 30, 200& ig ag follows:

Prevention $ 52,780
881 Clients 768
Carryforward of FY 2005 General Fund Revenue 141,164

TOTAL 184,712

NCTE J -~ DUE TO NORTHCARE
The $1,404,344 listed as due to Northcare as of September 30, 2005,
represents Medicaid funding not gpent in fiscal vyear 2004 and is
available for expenditure in fiscal year 2005.

NOTE K - CAPITAL ASSETS

Capital asset activity for the year ended September 30, 2005 was as

follows:
Balance at Balance at
10/01/04 Additions Deletions 9/30/05
Non-depreciated capital assets:
Land $ 36,700 8 B,000 & - B 44,700
Other Capital Assets:
Land improvements 5,092 - - 5,082
Buildings 647,799 781,428 - 1,429,227
Construction in progress 246,000 - 246,000 -
Equipment 826,514 41,141 - 867,655
Vehicles 906,707 79,200 - 885,907
TCTAL CAPITAL ASSETS 2,668,812 909,769 246,000 3,332,583
Accumulated depreciation:
Land improvements 85 509 - 594
Buildings 179,514 46,711 - 226,228
Equipment 566,653 66,533 - 633,186
Vehicles 766,456 68,186 - 834,642
Subtoectal 1,512,708 181,539 - 1,684,647
NET CAPITAL ASSETS § 1,156,104 $ 727,830 § 246,000 £ 1,637,934
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NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE L - LONG-TERM DEBT

Long-term debt represents the following as of September 30, 2005:

Amount
Carrying due in

Degcription Ampunt one year
Notes Payable
Note payable, secured by real estate, due in monthly
installments of $1,881, through June 2007, including
interest at 5.05%, $ 270,204 $ 9,136
Note payable, secured by real estate, due in monthly
installments of $3,282, through December 2009,
including interest at 3%. 676,098 15,366

TOTAL NOTES PAYABLE 946,302 28,502

Capital Lease Obligations
Capital lease payable, secured by a vehicle, due in
monthly installments of $342, through September 2007,
ineluding interest at 4.53% 7,781 3,801
Capital lease payable, szecured by a vehicle, due in
monthly installments of $262, through September 2007,
including interest at 4.93% 5,893 2,929
Capital lease payable, secured by a vehicle, due in
monthly installments of $263, through September 2007,
including interest at 4.93% 5,983 2,929
Capital lease payable, secured by a vehicle, payable
in monthly installments of $571, through June 2009,
including interest at 6.25% 22,835 5,577
Capital lease payable, secured by a vehicle, payable
in monthly installments of $352, through December 2008,
including interest at 5.25% 12,826 3,715
Capital lease payable, secured by a vehicle, payable
in monthly instaliments of $657, through December 2005,
including interest at 7.9% 2,003 2,003
Capital lease payable, secured by a vehicle, payable
in monthly installments of $568, through December 2005,
including interest at 7.75% 1,726 1,726
Capital lease payable, secured by a vehicle, payable
in monthly installments of $277, through OCctober 2008,
including interest at 3.9% 9,648 3,003
Capital lease payable, secured by a vehicle, payable
in monthly installments of $277, through October 2008,
including interest at 3.9% 9,648 3,003
Capital lease payable, secured by a vehicle, payable
in monthly installments of $277, through October 2008,
including interest at 3.9% 9,648 3,003
Capital lease payable, secured by a vehicle, payable
in monthly installments of $277, through Cctober 2008,
including interest at 3.9% 9,648 3,003



NORTHPCINTE BEHAVIORAL HEALTHCARE SYSTEMES

NOTES TO FINANCIAL STATEMENTS

September 30, 2005

NOTE L - LONG-TERM DEBT (continued)

Amcunt
Carrying due in

Description Amount one vyear
Capital lease payable, secured by a vehicle, payable
in monthly installments of %710, through July 2009,
including interest at 6.25% 5 28,998 8 6,509
Capital leasze payable, secured by a vehicle, payable
in monthly installments of $306, through December 2008,
inciuding interest at 5.00% 16, %64 3,196
Capital lease payable, secured by a vehicle, payable
in monthly installments of $242, through December 2008,
including interest at 5.00% 8,665 2,526
Capital lease payable, secured by a vehicle, payable
in monthly installments of $321, through October 2009,
including interest at 6.85% 13,447 3,030
Capital lease payable, secured by equipment, payable
in monthly installments of $177, through August 2007,
including interest at 11.55% 3,631 1,785
Capital lease payable, secured by eguipment, payable
in monthly installments of $2,005, through May 2010,
including interest at 4.97% 100,018 19,528
Capital lease payable, secured by equipment, payable
in monthly installments of $2,085, through December
2007, including interest at 5.12% 53,076 22,840

TOTAL CAPITAL LEASE OBLIGATION 316,548 24,516

TOTAL LONG-TERM DEBT AND CAPITAL LEASE OBLIGATION

51,262,850 S 223,018

Future minimum payments of the notes payable and
obligations are as follows:

Figcal Year

capital lease

Ended
September 30 Principail Interest Toktal
20086 s 123,018 5 47,751 s 170,769
2007 376,479 38,560 415,039
2008 89,381 23,726 113,107
2009 £3,19¢% 20,083 83,282
2010 610,773 4,743 515 516

TOTAL $1,262,850 $ 134,863 $1,397,713

The following is a summary of the long-term debt activity as of

September 30, 2005:
09/30/04 Additions  Payments 09/30/05
Notes payable 3 278,140 S 688,750 $ 20,588 4 946,302
Capital lease okligaticns 334,317 75,300 96,869 316,548
TOTAL LONG-TERM DEBT g 612,257 $ 768,050 §117,457 %1 262!850




NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS
NOTES TO FINANCIAL STATEMENTS

September 20, 2005

NOTE M - RISK MANAGEMENT

Northpointe participates as a member in Michigan Municipal Risk Manage-
ment Authority (Authority). The Authority is a municipal self-insurance
entity operating pursuant to the State of Michigan Public Act 138 of
1982. The purpose of the Authority is to administer a risk management
fund, which provides members with loss protection for general and auto
liability, motor vehicle physical damage, and property.

The Authority has entered intc reinsurance agreements providing for loss
coverage in excess of the amocunts to be retained by the Authority and
individual members.

In the event a reinsurance company does not meet its obligation to the
Authority, responsibility for payment of any unreimbursed claims will be
that of the Authority Reinsurance Fund. The Authority has retained cer-
tain levels of risk rather than obtaining coverage through reinsurance
agreements. The Authority established the Authority Reinsurance Fund in
order to participate in the reinsurance agreements. Individual members
are provided the same level of coverage previously afforded through a
combination of the reinsurance agreements and the Reinsurance Fund. In
addition, the Authority purchases insurance for certain risks not cov-
ered by the reinsurance agreements. At September 30, 2005, Northpointe
has no outstanding claims which exceed the plan’s limits and there has
been no significant reduction in insurance coverage over the past three
years.

NOTE N - HEALTH INSURANCE

Northpointe maintains a gelf-insurance program for health insurance that
began on January 1, 2005. This program ie administered by a third-party
administrator. Current year claims amounted to $680,19%91 and were ex-
pensed during the year as they were incurred. No liability is recorded
as of September 30, 2005, as certain stop-logs provisions were met. The
balance of any claims over the stop-loss provisions were considered to
be immaterial.

NOTE O - CONCENTRATIONS

Northpointe derives a significant portion of their total support and
revenues from the Michigan Department of Community Health (MDCH) through
Medicaid and Public Act 258 funding. Revenue and support recognized for
the year ended September 30, 2005, provided by MDCH represented approxi-
mately 92 percent of Northpointe’'s total support and revenue.
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HORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS
NOTES TO FINANCIAL STATEMENTS

September 30, 2008

NOTE P - CONTINGENT LIABILITIES

Northpointe has received significant financial assistance f£rom state and
federal agencies. The disbursement of funds received under these pro-
grams generally reguires compliance with terms and conditions gpecified
in grant agreements or contracts and are subject to audit by the funding
agency. Any disallowed claims resulting from such audits could become
a liability of Northpointe. As of the date of this report management
wag unaware of any disallowed claims.
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NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE, BUDGET AND ACTUAL - GENERAL FUND

For the yvear ended September 30, 2005

Budgeted Amounts

Variance with

Qriginal Final Actual Final Budget

REVENUES:
Federal sources $ 173,236 S 173,236 S 170,156 g (3,080)
State sources 3,235,680 3,235,68¢C 2,919,338 {(316,342)
Medicaid 10,853,196 10,953,196 10,444,765 {s08,431)
Medicare 45,000 45,000 101,681 56,681
Local 247,726 247,726 248,351 625
Charges for services 659,900 652,900 662,200 2,300
Other revenues 45,000 45,000 122,831 77,831
Proceeds from borrowing - - 768,050 768,059
TCTAL REVENUE 15,359,738 15,355,738 15,437,372 77,634

EXPENDITURES::

Current:
Salaries and related expenses 8,358,233 8,358,233 8,514,896 (156,663}
Board related expenses 33,720 33,720 27,956 5,764
Office supplies and postage 58,880 58,880 50,284 8,596
Operating and program supplies 280,080 280,080 296,408 {16,328)
Client medical 50,000 50,000 59,797 {9,787)
Pharmacy 33,600 33,600 39,581 {5,981)
Dental 15,000 15,000 7,096 7,904
MIS Support 395,604 395,604 202,173 193,431
Staff medical 14,38¢ 14,380 16,461 {2,081}
Local match MRS Grant 11,421 11,421 11,421 ~
Contract employee services 342,360 343,360 229,759 113,601
Legal, professional, accounting 32,000 32,000 24,515 7,485
The Source 8,000 8,000 6,184 1,816
Local in-patient 580,467 580,467 499,830 80,637
County in-patient 38,500 38,500 30,323 8,177
State in-patient 218,400 218,400 182,748 35,652
Home services 1,575,787 1,575,787 1,542,192 33,5958
Community mental health 5,280 5,280 1,298 3,881
Pathways 58,200 58,200 37,671 20,529
Trico 443,800 443,800 472,365 (28,565}
Goodwill 400,000 400,000 310,624 8%,376
DICSA 61,882 61,992 61,992 -
Crisig services 22,575 22,575 22,5873 2
Respite 102,000 102,000 103, 15¢ {1,156)
Telephone 112,740 112,740 118,480 (5,740)
Utilities 114,730 114,730 123,183 (8,453)
Staff development and travel 175,160 175,160 136,130 35,030
Vehicle cperaticons/maintenance 228,265 228,265 186,878 41,387
Vehicle leases/purchages 72,492 72,492 - 72,492
Advertising 26,760 26,760 31,512 {4,752}
Recruitment 15,060 15,060 25,033 (8,973}
Liability insurance 167,322 167,322 151,535 15,787
Repairs and maintenance 191,100 191,100 ’ 183,711 7,389
Rent - facilities and eguipment 370,701 370,701 328,633 42,068
Dues and publications 39,744 39,744 - 38,744
Pathways PHP 192,328 132,328 182,326 2
Miscellaneous - - 35,698 (25,699)
Capital outlay 40,900 40,300 563,769 {622,869)



NORTHPOINTE BEHAVIORAL HEALTHCARE SYSTEMS

STATEMENT OF REVENUES,

FOND BALANCE, BUDGET AND ACTUAL -

For the vear ended September 30, 2005

Debt Service:
Principal
Interest
TOTAL EXPENDITURES

Change in net assets
Net zssets, beginning of year

NET ASSETS, END OF YEAR

Budgeted Amounts

EXPENDITURES AND CHANGES IN
GENERAL FUND

Variance with

Original Final Actual Final Budget

E - s - b 117,457 s {117,457
13,8610 13,610 45,202 (31,592}
14,802,191 14,902, 191 15,090,852 (188,661)
457,547 457,547 346,520 (1131,027)

- - 8992, 136 992,136

5 457 547 g 457,547 g 1,338, 6565 s 8815109

27
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Northpointe Behavicoral
Healthcare Systems
Kinggsford, Michigan

We have audited the financial statements of the Northpointe Behaviocral
Healthcare Systems as of and for the year ended September 30, 2005 and have
issued our report thereon dated February 3, 2006. We conducted our audit in
accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing cur audit, we conesidered Northpointe's internal
control over financial reporting in order to determine our auditing proce-
dures for the purpose of expressing our cpinion on the financial statements
and not to provide an opinion on the internal control over financial report-
ing. Our consideration of the internal control would not necessarily dis-
close all matters in the internal control (over financial reporting) that
might be material weaknesses. A material weakness is a reportable condition
in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstate-
ments caused by error or fraud in amounts that would be material in relation
to the financial statements being audited mway occur and not be detected
within a timely period by employees in the norxmal course of performing
their assigned functione. We noted no matters involving the internal con-
trol over financial reporting and its operations that we consider to be
material weaknesses.

Compliance and Other Matters

As part of cbtaining reasonable assurance about whether Northpointe's finan-
cial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts and grant

- 25 -

901 LUDINGTON STREET ESCANABA, MICHIGAN 48829 (906) 786-3111 FAX {906) 786-8940



Board of Directors

Northpointe Behavioral
Healthcare systems
Kingsford, Michigan

agreements, noncompliance with which cculd have a direct and material effect
on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of
our tests disclosed no instances of noncompliance or other matters that are
regquired to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the Board of
Directors, management, federal awarding agencies and pass-through entities
and is not intended tc be and should not be used by anyone other than these
gpecified parties.

LMW 4 Gmpa.w?' rLa.

Certified Public Accountants

February 3, 2006
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REPORT TO MANAGEMENT

To the Board of Directors
Northpointe Behavioral Healthcare Systems
Kingsford, MI 45802

We have audited the financial statements of the Northpointe Behavicral
Healthcare Systems for the year ended September 30, 2005, and have issued
our reports thereon dated February 3, 2006. Our professional standards re-
gquire that we make several communications to you, the purpose of which is
to assist you with additional information regarding the scope and results
of the audit that may assist you with your coversight responsibilities of
the financial reporting process for which management is responsible.

Our Responsikbility under U, S. Generally Accepted Auditing Standards

Qur responsibility, as described by professional standards, is to plan and
perform our audit to obtain reasonable, but not absolute assurance that the
firancial statements are free of material misstatement and are fairly pre-
gsented in accordance with accounting principles generally accepted in the
United States of America. Because of the concept of reascnable assurance
and because we did not perform a detailed examination of all transactions,
there is a risk that material errors, irregularities, or illegal acts,
including fraud and defalcations, may exist and not be detected by us.

In planning and performing our audit, we considered Northpointe’s internal
control over financial reporting in order to determine our auditing proce-
dures for the purpose of expressing our opinion on the financial statements
and not to provide assurance on the internal control over financial re-
porting.

As part of obtaining reasonable assurance about whether Northpointe’s
financial statements are free of material misstatement, we performed tests
of its compliance with certain provisions of laws, regulations, contracts
and grants, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, pro-
viding an opinion on compliance with those provisions was not an objective
of our audit.

As part of our audit, we considered the internal control structure of
Northpointe. Management hag the responsibility for adopting sound account-
ing policies, for maintaining an adequate and effective system of accounts,
- for safeguarding assetg and for maintaining the structure of the internal
control system to help assure the proper recording of transactions. Our
consideration of the system of internal control was solely for the purpose
of determining our audit procedures and not to provide any assurance con-
cerning such internal contrel structure.
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Significant Accounting Policies

Management has the responsibility for selection of appropriate accounting
policies. In accordance with the terms of our engagement, we will advise
management of the appropriateness of the accounting pelicies and their
application. The significant accounting policies used by Northpointe are
described in Note A of the financial statements. No new accounting poli-
cieg were adopted and the application of existing pclicies were not changed
during the fiscal year. We noted no transactions entered into by North-
pointe during the year that were both significant and unusual, and of -
which, under professional standards, we are reqguired to inform you, or
transactions for which there is a lack of authoritative guidance or con-
sensus.

Management Judaments and Accounting Estimates

Some accounting estimates are utilized in financial statements prepared by
management and are based on management’'s knowledge and experience about
past and current events and assumptions about future events. Certain
accounting estimates are particularly sensitive because of theilr signifi-
cance to the financial statements and because of the possibility that
future events affecting them may differ significantly from those expected.
The most gsensitive estimate would involve the useful lives of fixed assets.
Our conclusions regarding the reasonableness of the egstimates are based on
reviewing and testing the historical data provided by management and using
this data to compute the estimates.

Significant Audit Adijustments

For purposes of this letter, professional standards define a significant
audit adjustment ag a propesed correction of the financial statements that,
in our judgment, may not have been detected except through our auditing
procedures. Our audit adjustments, individually and in the aggregate, do
not have a gignificant effect on the financial reporting process.

Disagreement with Management

For purposes of this letter, professional standards define a disagreement
with management &s a matter, whether gignificant or not resolved to our
satigfaction concerning a financial accounting, reporting, or auditing mat-
ter that could be significant to the financial statements or the auditor’s
report. We are pleasged to report that no such disagreements arose during
the course of our audit.

Congsultation with Other Independent Accountants

In some cases, management may decide to consult with other accountants
about accounting and auditing matters, similar to obtaining a "second
opinion" on certain situations. If a consultation involves application of
an accounting principle to Northpointe or a determination of the type of
auditor’s opinion tc be expressed on those statements, our professional
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standards require the consulting accountant to advise us as to determine
that the consultant has.all the relevant facts. To our knowledge, there
were no such consultations with other accountants.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulities in dealing with management in
the performance of our audit.

Issues Digscussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, including the application of
accounting principles and auditing standards, with management each year
prior to retention as Northpointe’s auditors. However, these discussions
occurred in the normal course of our prefessional relationship and our
responses were not a condition to our retention.

In planning and performing our audit of the financial statements of North-
pointe, for the year ended September 30, 2005, we considered Northpointe's
internal control structure to determine our auditing procedures for the
purpose of expressing an opinion on the financial statements and not to
provide assurance on the internal control structure.

However, during our audit we became aware of several matters that are
opportunities for strengthening internal controls and operating efficiency.
The memorandum that accompanies this letter summarizes our comments and
guggestions regarding those matters. This letter does not affect our re-
port dated February 3, 2006, on the financial statements of Northpointe.

We have already discussed many of these comments and suggestions with
various Northpointe personnel, and we will be pleased to discuss them in
further detail at your convenience, to perform any additional study of
these matters, or to asgist you in implementing the recommendations.

This information is intended solely for the use of the Board, management
and applicable State and Federal grantor agencies and is not intended to be
and should not be used by anyone other than these specified parties.

4 Compary RA.C.

Certified Public Accountants

Pebruary 3, 2006



NORTHPOTNTE BEHAVIORAL HEALTHCARE SYSTEMS
COMMENTS AND RECOMMENDATIONS

September 30, 2005

HEALTH SELY¥-INSURANCE PROGRAM

During the year Northpointe moved from purchased health insurance to a
self-funded health insurance program. At September 30, 2005, no pro-
vision for a liability was calculated to estimate health insurance claims
arising prior to year-end but not yet filed as a claim. We recommend, as
time passes and claim experience is gained, that a provision for this
liability be calculated for the year-end financial repoxrt in the future.



